ABSTRACT: This paper aims to explore the relationship between the performance of small and medium enterprises (SMEs) and working capital management. To make the research robust, accounting performance and measures of market related performance have been used to gauge the SMEs performance. This research utilizes secondary data obtained from the Alternative Investment Market concerning SMEs listed in the London Stock Exchange, to investigate the significance of working capital management towards the performance of SMEs. The working capital management components that were used in research are; account payable period APP, average collection period (ACP), return on assets (ROA) and inventory holding period (IHP). The analysis of data involved the use of regression analysis and extensive use of correlation analysis in order to establish the relationship between working capital management and SME performance. The study established that the use of WCM components such as cash conversion cycle, return on assets, cash conversion cycle and inventory holding period have a significant impact on the performance of SMEs. Further, it was established that when SMEs invested heavily in inventories and receivables, they amassed low profits while investment in current assets in relation to total assets lead to elevated profitability. Hence, it was concluded that there is a compelling relationship between WCM and SME performance.
INTRODUCTION
The financial crisis of 2007-2008 led to a collapse of business organisations and decline of consumer wealth due to economic downtown [10] . The effects of this economic downtown were significantly felt by SMEs whose performance was greatly affected because most organisations financial positions were altered [33] . This event has led to extensive focus on working capital management which is seen as mitigation measure in such events when companies are required to survive detrimental financial issues by putting emphasis on the progressive working capital management. It is therefore essential that a firm ought to maintain equilibrium between liquidity and profitability in its daily operation [13] . Liquidity and stability are challenging options to undertake in any SME on a daily basis hence embracing working capital management summarily eliminates the firms need for a last minute scramble for liquidity.
The implementation of a comprehensive WCM policy should help the SME to create value [27] . Hence, a company must strive to run efficiently in its operations in order to strike a balance between liquidity and profitability. In the process of running this operations and striking a balance between liquidity and stability, inconsistencies in the assets-liability relationship may occur leading to short term profitability but increase the risk of insolvency of the business [33] . Conversely, if the SME solely focuses of liquidity, the firm may risk having detrimental effects on the firm's profitability [ 13] . Further, if the firm is negligent of the scale of its working capital by severely ignoring the business' liquidity, the firm may have a bad reputation with its creditors [17] . Consequently, a successful SME should continuously focus on keeping the working capital ratio on the possible minimum while maintaining cash flow so that profitability is heightened.
Efficient working capital is fundamental for SMEs that have assets that are typically current assets because the management directly impacts on the liquidity and profitability of the SME [31] . Lack of efficient Trends in working capital management and its impact on firms' performance -An analysis of SMEs working capital management predisposes the business to bankruptcy even if the company has constantly had positive profitability in its operations [7] . A study conducted by [20] shows that weak working capital management and insufficient financing in the long-term are two chief precursors of failures in business enterprises. However, there is significantly less research work done to evaluate the effects of WCM on performance of SMEs hence this research will seek to answer this question in order to benefit leading institutions in finance, regulatory institutions, and scholars and researchers.
To accomplish this, the research will be guided by the following objectives:
(1) To establish the WCM practices used by SMEs (2) To establish the impact of WCM practices on the financial performance of SMEs (3) To establish the effects of liquidity and stability on the performance of SMEs (4) To establish the relationship between current assets and profitability of an SME 2 LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT Traditionally, finance has been associated with funds managements and designating the use of the funds in order to achieve certain goals set by the company [8] . Robust financial strategies and policies usually guarantee increased returns while minimising the financial risks the organisation may encounter [8] . One of these strategies is the working capital management which is employed in the daily financial operation of the business. According to [34] , WCM is essentially used to lessen the cash conversion cycle (CCC) by reducing the amount of capital vested in the company's current assets. Further, the WCM entails manipulating the account receivables and the mode of collection, and controlling the inventory. All this functions holistically contribute towards the firm's survival, profitability, sustainability and generally, its level of performance (15) . This concept is shown in Figure 1 .
Studies by [5] and [6] show that better credit man- agement policies are fundamental towards improving the firm's performance while poor WCM is one of the major factors in the collapse of many SMEs. However, this relationship is not as direct as it seems because the increase in SME performance is highly dependent on the depth of the WCM strategy and the availability of resources to implement it. As shown by [32] , large companies are endowed with resources hence they can easily implement better WCM strategies as compared to SMEs, given the inherently severe lack of finance and resources in most SMEs. Despite the fact that resources may be challenging in SMEs, these firms normally depend on owner-manager and creditors to acquire relevant resources in implementing WCM.
Working capital management components

Inventory holding period
As posited by [7] , the level of inventory that a firm keeps impacts on the performance because, as argued by [31] , it augments the ability to grow sales. Further, inventory improves the firm's performance owing to the fact that it will shield the company from emergency purchases. The high inventory levels in a company also cushion the company from price fluctuations [11] . Studies by [14] and [32] show that higher inventories in the firm may reduce the firm's performance because it depicts the amount of cash not in circulation. Additionally, high inventory may also lower the performance of the firm due to inherent costs related to inventory keeping such as security cost, depreciation and rent. Empirical studies by [3] and [4] show that there is a negative relationship between inventory holding period and firms' performance. The scale of the impact of IHP differs in small and medium SMEs leading to the following hypothesis, when non-linear relationship is accounted for;
Ha: A non-linear relationship exists between inventory holding period and the firm's performance Hb: The effect of IHP on SME performance is considerably different in Small and medium companies
Accounts receivable period
The proportion of ARP typically affects the firms' performance [25] . As argued by [15] if the level of ARP increases, then the sales of the company also increase. Further, high ARPs serve as quality guarantee hence giving the clients a more sustained relationship in terms of quality thus improving the company performance. An empirical confirmation by [2] , showed that there is a desirable relationship between accounts receivable period and the firms performance. Despite offering these advantages, high ARP may prove detrimental to the firm's performance in cases where the firm has a bad debt or failure to grant credit. However, a study by [23] has established that ARP has a negative effect on a firm's performance.
The effects emanating from ARP slightly differ in scale when small and medium firms are observed [5] , because an increase in size of the company leads to better performance in the accounts receivable period [25] . On the other hand, a research by [24] , showed that small firms experience longer ARPs. This culminates into the second pair of hypotheses; Hc: A non-linear relationship exists between average receivable period and SME performance.
Hd: The effect of ARP on medium and small enterprises differs considerably.
Accounts payable period
The accounts payable period presents two scenarios in SMEs. First, the period has a positive effect on the company performance in that during the credit period, transaction costs are minimised [31] . Additionally, firms have a better chance of overcoming constraints because APP functions as a source of finance albeit in the short term. Conversely, APP has a detrimental effect in that, there may be loss of discount hence the firms performance is negatively impacted [21] .
The magnitude of APP in SMEs differs significantly hence the effect on performance is also different [5] . This is attributed to the fact that, the larger the firm's size, the better the APP performance [28] . A study conducted by [21] , shows that small companies heavily depend on trade credit leading to an increase in APP. Based on this, we form a pair of hypotheses that;
He: A non-linear relationship between accounts payable period and SME performance.
Hf: The impact of APP on small and medium companies differs considerably.
Cash conversion cycle
According to [26] , the impact of CCC on small and medium firms differs significantly because small firms have more capital in assets and liabilities; hence their CCC is longer as compared to medium firms [30] . Ideally, shorter cash conversion cycle increases the level of performance [5] because it reduces the company's dependence on external financial resources. This positive effect is elicited when a longer CCC triggers improves the company's ability to offer its customers credit. However, [6] shows that there is negative effect on performance to the company attributed to the CCC.
The impact of the CCC on the performance of the firm lead to these hypotheses;
Hg: A non-linear relationship exists between the cash conversion cycle and SME performance.
Hh: The impact of CCC on small companies differs significantly from medium companies.
CONTROL VARIABLES
As argued by [12] , the importance of controlling confounding variables is significant because ignoring these variables may lead to erroneous discarding of hypothesis. On the basis of earlier research on work-
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ing capital management and SME performance by [2] and [15] , the following variables ought to be controlled; Company age, assets tangibility, financial leverage, liquidity ratio and short-term financing.
RESEARCH METHODOLOGY AND DATA
Sample selection and collection of data
Data for this study was acquired from 140 SME firms listed on the AIM as at 13 th of December 2016. The 140 firms were selected on the basis that they satisfy the SME classification criteria as per the UK compa- 
Dependable variables
QRATIO is the chief dependant variable that was analysed. The QRATIO is defined by [22] , is the ratio of market value of a firm's assets divided by the book value.
Q Ratio =
+ +
The ratio has been used in this case because it has better distributional properties and it is robust enough to withstand tax anomalies and accounting flaws [29] . Additionally, the ratio is responsive to industrial effects hence it can be used to detect small differences in WCM ability as exhibited by small and medium firms' performance. Typically the ratio gauges the ability of a company's management to utilise resources and produce value for its shareholders. This ability is expressed as a performance measure because it has an impact on an individual's choice to invest in the company or lend the establishment some financial resources [7] .
Regression model framing
In order to evaluate the association between Working capital management and SME performance for the selected companies, several regression analysis models are specified as shown Figure 2 : Figure 2 . Regression model framing (Source: [1] ; Notes: i denotes the n-th firm, i.e. 1-140; t denotes the year (1-9); µi represents individual effects; εit represents error term)
The data was subject to outliers because the sample was highly varied hence the data was winsorized from 1% to 99% by eliminating extreme observation. Further, a Haussmann test was conducted and it was evident that random effects were nearly the same as fixed effect hence the random effects were used due to ease of use. To determine the solution to the first hypotheses, a chow test, which is a statistical tool for comparing a pair of coefficients to ascertain their equality [19] , was conducted to determine the extent of WCM effects on the small and medium enterprises.
As shown in Table 2 , the QRATIO posted a mean of 1.2785. The IHP averaged at 39 days, which is an indicator that it takes more than a month for an SME to turn over the inventory. On the other hand, the ARP, APP, CCC averaged at 57, 50 and 45 days respectively. The CCC average of 45 days shows that the 140 SME firms are sluggish to changing their inventory to sales and claiming debts but they are fast when remitting finances to suppliers. Table 2 also shows that the QRATIO for small and medium firms is 1.3602 and 1.1788 respectively. This indicates that, averagely, medium companies are bet- ter off in performance as compared to small companies because medium companies have higher WCM in all components apart from the APP. The medium and small firms averaged at 36 and 34 days, respectively in terms of IHP while the ARP was at 67 and 48 days respectively. On average, the CCC for medium and small companies was 55 and 30 days respectively.
EMPIRICAL ANALYSIS
As posited by [9] , when the correlation coefficient is above 0.80, multi correlation becomes intricate hence it is difficult to check misspecification of data. From Table 3 , it is established that a positive correlation is exhibited in the association of Q ratio and, ARP, IHP and APP at one per cent level. Further, the correlation is significant between IHP and ARP (0.2135) while correlation between APP and CCC is -0.2111. IHP and CCC have a coefficient of 0.2231 while ARP and CCC are 0.3841.
Regression analysis
The regression results in Table 4 indicate that modified R² the 1 st model is 39.43%. In line with the theory, IHP is positively linked to Q ratio at 10 per cent while IHP² is magnified negatively at 5%. This shows that there is a concave association between IHP and Q RATIO which shows that elevation of the IHP augments the SME performance to a certain level after which further elevation leads to reduced performance. This confirms the idea that SMEs lack external and internal resources hence locking up the inventory up to a certain stage will minimise the performance level by wasting financial resources. This relationship is in line with hypothesis Hc.
Model 2 has an R² of 20.06% and shows that ARP has a positive relation with Q RATIO at 1% and ARP² is associated negatively with the Q ratio at this level. This concave association conforms to hypothesis Hc while the positive and negative values of ARP and ARP² show that ARP bolsters SME performance to a certain level then its' influence turns detrimental afterwards. In Model 3 the APP and APP² are positively and negatively related with performance thus ascertaining hypothesis Hf. CCC and CCC² are less important in relation to the QRATIO because the difference between APP from ARP and IHP offsets is impact. The table also shows that control variables are weighty in terms of performance. To further evaluate the impact of WCM on performance, the SMEs' random effect regression analysis results are divided into small companies and medium firms as shown in Table 5 and Table 6 . In the small companies, the adjusted R² is 17.55% while the IHP and IHP² have positive and negative relationship with the QRATIO. Hence better management IHP leads to improved performance but its effect wanes after the critical point. A quick comparison between the small and medium companies shows that IHP management ought to be more robust in small firms because its coefficients of IHP and IHP² are higher. This phenomenon is attributed to the fact that small firms have less financial resources hence the effects of better management in IHP are more pronounced. Additionally, releasing locked up funds in small firms triggers performance improvement much significantly than in medium companies. The results for the chow test in Table 4 show that there is evident disparity on the impact of IHP on the performance level of the SME. Therefore hypothesis Hb is confirmed. In model 2, the R² is rated at 18.20% and the coefficients of ARP and ARP² are negatively and positively associated with the Q ratio. This shows that better management of ARP has desirable impact on the impact of the SME but after the critical point, the ARP has detrimental effects. From the table, it is shown that the ARP and ARP² coefficients are slightly higher in small firms as compared to medium firms. This means that management of ARP is more essential in small companies because minimal bargaining power in the business environment hence the capability to mitigate excess ARP which in turn bolsters performance. By subjecting the data to a chow test, it is established that there is a difference in the magnitude of the ARP on performance of small and medium companies. Hence, hypothesis Hd is confirmed to be true.
Hypothesis Hf confirmed by applying evidence from Table model 3 of Table 5 and 6. In this case, the adjusted R² is 17.11% for small companies and 25.35%for medium companies. The APP and APP² coefficient indicates that management of APP is more critical in small companies than medium ones. As posited by (23) , small companies can achieve high performance levels if they maintain better APPs. Additionally, the chow test indicated that there exists significant difference on the impact of APP on the two sets of SMEs.
The support for hypothesis Hh emanates from data in Table 5 model number 4. From the statistical evidence, the coefficients of CCC and CCC² exhibit both positive and negative relationship with the Q RATIO. The chow test shows that the level of CCC impact on small and medium enterprises is different across the companies hence confirming the aforementioned hypothesis.
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DISCUSSION
The results of the research indicate that WCM is a fundamental aspect towards a firm's performance hence business organisation should strive to implement it in their premises. The implementation of WCM entails careful balance of the WCM components in the firms operations because the components can only increase performance when they are at optimum levels. Therefore this study shows the importance having optimal and efficient WCM in an SME and the reasons why the thresholds of optimum functioning should not be breached. The results dictate that SMEs should strive to maintain optimal inventory levels, firm's receivables and payables in order to increase their levels of performance. Such activities will reduce the inherent costs of keeping large inventories such as security, loss of clients and rent [7] . Further, managing receivables at an optimum level reduces the risks of over-investment which may increase the costs of administration and reduce the performance of the SME. Lastly, better management of payables gives the SME a chance to strike equilibrium between costs and enjoying the use of resource credit form the supplier and the discounts associated with early payments [16] .
Test for robustness
To assess the level of comprehensiveness of the results, the ROA is employed to gauge the SMEs performance. As defined by [26] , ROA is an indicator of the level of profits of the firm in relation to the firm's total assets. Table 7 shows results of ROA results when it is evaluated as a dependent variable. By using econometric approach, the postulated coefficients of CCC, APP, IHP and ARP are significant and positively related to performance while IHP² , CCC² , ARP² and APP² have a considerable magnitude at 1%. These results are compatible with the impact of working capital management on the Q ratio because the results obtained strongly suggest that there is a concave correlation linking WCM and ROA. 
CONCLUSION
The aim of this research was to establish the relationship between WCM on the performance of SMEs. To achieve this, the study used WCM components to evaluate their impact on performance of the SMEs by subjecting them to regression analysis. Additionally, the research showed individual impact of the components on small and medium firms with the results showing that there is a concave relation linking WCM components to the Q ratio. It was established, by employing chow tests, that the size of the firm dictates the relative significance of WCM on the chosen firm with small enterprises expressing that they need WCM than medium enterprises. The study was subjected to two limitations, that is; the sample size used of 140 SMEs may not be sufficient enough for a study of this magnitude and the use of secondary data made is impossible to justify how WCM components have varied impacts on small and medium companies. However, the contributions made by the research towards the management of SME are more significant than the limitations encountered.
